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Introduction

As Canada emerges from the grips of recession, there are a number of lessons learned from
the recovery of the 1990s that should guide future government policy. First, federal fiscal and
tax policy have a considerable influence over Canada’s global competitiveness. Strict
adherence to fiscal prudence must be balanced against the necessity to continue to invest in
Canada’s key public infrastructure that will yield a more productive and competitive economy
over the longer term. Second, without a balanced approach, governments risk undermining
future economic growth in order to achieve lower debt-to-GDP ratios, which even after the
spending of the past two years, remain at levels that are the envy of all G8 nations.

Canada’s global productivity and competitiveness are among the highest in the world. One
need only look at the levels of foreign investment in our economy to witness evidence of
global confidence in our future. There are however a number of significant challenges on the
horizon that, if not addressed quickly, will undermine future growth.

CCA believes the answer to continued national prosperity lies in better coordination between
federal and provincial fiscal policies and support for national economic objectives. As part of
this year’s pre-budget consultations, CCA is pleased to submit to members of the House of
Commons Standing Committee on Finance the following recommendations:

The federal government make permanent its rebate of the GST paid on all municipal purchases.

2. The federal government increase from $2 billion to $5 billion annually the amount transferred
to municipalities under the Gas Tax Program. Furthermore, through discussions with the
provinces, the federal government ensure that any increase in direct federal funding for
municipalities does not lead to a corresponding decrease in provincial-municipal funding.

3. The federal government in cooperation with the Council of the Federation, further research
the links between infrastructure funding and productivity, and develop a long-term national
infrastructure investment plan and cost-share equally its implementation among all three
orders of government. As part of this effort, consideration should be given to the development
of new policy prescriptions designed to provide municipal governments with greater financial
flexibility and permit them to expand their revenue collection powers beyond property taxes
and development charges.

4. In order to permit colleges to engage in a program of modernization to meet the growing
demand for additional skilled workers today and the needs of tomorrow, the federal
government should extend the Knowledge Infrastructure Program at a funding level of $1
billion annually over the life of the Building Canada Plan.

5. In order to increase the effectiveness of the Apprenticeship Job Creation Tax Credit, the
federal government change current tax policy to make the credit a true incentive.

6. CCA members recommend the federal government increase, on a time-limited basis (over the
life of the Building Canada Plan), the capital cost allowance rate for equipment purchases
covered by Classes 10, 16, and 38, to 50 per cent and depreciable on a straight-line basis.

7. CCA members recommend federal tax policy be amended to permit tax deferral of capital gains
on the sale of investment properties if the proceeds are reinvested within one-year of the sale
into energy improvements.
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1. Increase Economic Productivity

National productivity rates have been of concern to policy makers, bankers, academics and
corporate leaders for more than 20 years. Since the early 1990s, all international
measurements of productivity showed Canada falling further behind our closest global
competitors. In response, Parliamentarians have introduced measures in the form of
favourable tax policies and incentives to encourage businesses to acquire new equipment and
machinery. Unfortunately, to date, most of these efforts have had little impact on improving
national business productivity.

Recently, many economists have taken up the productivity challenge anew and sought
answers to this puzzling question elsewhere. A leading emerging hypothesis for Canada's
anaemic productivity rate is the strong link between productivity and investment in core
public assets, such as roads, highways, ports, airports, and border facilities to name a few, or
national public infrastructure.

A study by David Aschauer® in 1989 first suggested that declines in G7 productivity rates could
be partially explained by reduced investment in infrastructure as a percentage of overall
GDP. This conclusion was further supported by Professor James Brox? who found that in 1994,
Canadian and US productivity rates were essentially the same; however, by 2007, the
Canadian rate of investment had declined by 3.5 per cent while the US rate had increased by
more than 24 per cent. As a result, during this period, the US increased its productivity rate
by more than 20 per cent over Canada.

The Brox study also found that the reductions between 1994 and 2007 were part of an ongoing
declining rate of overall investment in infrastructure by Canadian governments. Since 1960,
federal spending as a percentage of overall infrastructure investment decreased from just
under 30 per cent to less than five (5) per cent in 2007. Provincial spending also decreased,
but only mildly from less than 50 per cent to just over 40 per cent in 2007.During this same
period, municipal spending increased from less than 30 per cent in 1960 to more than 55 per
cent in 2007. Since, however, local revenue sources have not kept pace with these added
expenditures, the result has been inadequate funding for infrastructure maintenance and an
accelerated deterioration of local public assets, which has caused Canadian manufacturing
productivity to suffer.

Today, many experts, including Brox, identify the existence of a substantial public
infrastructure deficit, which will continue to grow quickly as many of infrastructure assets
built in the 1950-60s rapidly approach the end of their useful service life. A report by Thomas
Courchene® of the School of Public Policy Studies at Queens University finds the increased
custodianship of infrastructure assets at the municipal level particularly troubling for
Canadian cities since they rely far more on property taxes than their US or European
counterparts. Canadian municipalities raise 92 per cent of overall revenues from property
taxes, whereas US cities raise just 72.8 per cent. European cities, with the exception of those

* Aschauer, David. Is Public Expenditure Productive? Journal of Monetary Economics. 1989, Vol. 23, 2.

2 Brox, James A. Infrastructure Investment: The foundation of Canadian Competitiveness. IRPP Policy Matters. August 2008,
Vol.9, 2.

% Courchene, Thomas J. Global Futures for Canada's Global Cities. IRPP Policy Matters, Vol. 8.2.
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in the United Kingdom, are least dependent on property taxes raising less than 60 per cent of
overall revenues through property taxes.

Since unlike sales and income taxes, property taxes tend to increase much more slowly than
the economy or local expenditures to support it, they make for a very poor source of funding
for municipal infrastructure construction and maintenance. Both federal and provincial
governments have recognized this problem and have implemented some revenue sharing
mechanisms to help increase municipal capacity to manage infrastructure. For example, the
federal government has rebated municipal GST purchases to 2014 and created a permanent
$2 billion annual per capita transfer of revenues to municipalities through the Gas Tax
Transfer Fund. However, despite the success of these measures, as well as recent increases in
national infrastructure funding under government stimulus measures and joint-funded
infrastructure development programs, Canada will continue to suffer economically without
further increases in government infrastructure funding.

A recent study by RiskAnalytica* found that new entrants to the Canadian labour market can
suffer as much as a $51,000 reduction in earnings over their careers resulting from lower
productivity attributable to inadequate infrastructure. While higher tax rates will be needed
to support increases in infrastructure investments, the resulting income gains will more than
prevent any projected loss in incomes, as employees will witness a return of $1.48 in real
after-tax income for every additional dollar increase in taxes paid.’The Conference Board of
Canada® drew similar inferences in looking at infrastructure investment and productivity
growth within Ontario, concluding that for every real dollar spent on public infrastructure, a
$1.11 increase in real GDP will be generated.

CCA members appreciate the need for fiscal prudence in the coming years as governments
across Canada reduce spending and focus on balancing budgets. Previous government efforts
to balance budgets have often come at the expense of capital spending, which produced an
infrastructure deficit estimated at $123 billion.” If Canada is to overcome low productivity
levels and remain a globally competitive place in which to invest and do business, it must
increase, not decrease, overall spending on infrastructure.

Recommendations:

1. The federal government make permanent its rebate of the GST paid on all municipal
purchases.

2. The federal government increase from $2 billion to $5 billion annually the amount
transferred to municipalities under the Gas Tax Program. Furthermore, through
discussions with the provinces, the federal government ensure that any increase in
direct federal funding for municipalities does not lead to a corresponding decrease in
provincial municipal funding.

4 Stiff, David and Smetanin, Paul. Public Infrastructure Underinvestment: the Risk to Canada's Economic Growth. RiskAnalytica,
2010.

® Stiff, David and Smetanin, Paul. Public Infrastructure Underinvestment: the Risk to Canada's Economic Growth. RiskAnalytica,
2010.

® Antunes, Pedro, Beckman, Kip and Johnson, Jacqueline. The Economic Impact of Public Infrastructure in Ontario. The
Conference Board of Canada. 2010

" Mirza, Saeed. Danger Ahead: the Coming Collapse of Canada's Municipal Infrastructure. A report for the Federation of Canadian
Municipalities. 2007.
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3. The federal government in cooperation with the Council of the Federation, further
research the links between infrastructure funding and productivity, and develop a
long-term national infrastructure investment plan and cost-share equally its
implementation among all three orders of government. As part of this effort,
consideration should be given to the development of new policy prescriptions designed
to provide municipal governments with greater financial flexibility and permit them to
expand their revenue collection powers beyond property taxes and development
charges.

2. Increase Skilled Worker Training Capacity

Over the coming decade, Canada's economy will face a critical skilled worker shortage. The
Conference Board of Canada predicts the number of new skilled workers needed to replace an
aging Canadian workforce, from manufacturing to healthcare, tourism to banking, oil and gas
to mining, will reach 1,000,000 by 2020. In the construction industry alone, it is estimated
that the industry will need more than 395,000 new workers by 2018 just to keep pace with
attrition and growing domestic demand.

The investments made under Canada's Economic Action Plan have been important first steps
towards increasing domestic training capacity. The $2 billion in federal funding for university
and college infrastructure improvements have produced more than $5 billion in new targeted
spending across Canada.

As the leading provider of employment-ready, skilled graduates, Canada’s community colleges
and polytechnics are integral to addressing the pending skills shortage. Many community
colleges despite the investments of the past 18 months, will continue struggling to keep up
with current and future program demands. Many colleges have backlogs of 12 to 18 months
for entry into technical and apprenticeship programs and use obsolete equipment for training.

CCA members are very concerned about the declining state of Canadian community colleges
and polytechnics. The industry relies heavily on these institutions to produce the skilled
workers required to remain competitive and keep pace with the ever-increasing demand for
construction services within the Canadian economy. Without ongoing improvements to
modernize community colleges across Canada, labour shortages will become routine, making
our economy less globally competitive and Canadian industry less capable of seizing new
opportunities for growth in the global marketplace. While much of the responsibility for this
task lies with provinces, the federal government can assist by extending the Knowledge
Infrastructure Program over the life of the Building Canada Plan.

Recommendation:

4. In order to permit colleges to engage in a program of modernization to meet the
growing demand for additional skilled workers today and the needs of tomorrow, the
federal government should extend the Knowledge Infrastructure Program at a funding
level of $1 billion annually over the life of the Building Canada Plan.

3. Encourage Employers to Hire New Apprentices
CCA applauds the federal government for the introduction of various support programs
designed to encourage apprenticeship training across the country. Specifically, the
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introduction of the Apprenticeship Job Creation Tax Credit holds considerable promise as an
effective tool for increasing apprenticeships within the workplace. The tax credit provides an
employer incentive to hire first- and second-year Red Seal trade apprentices through an
annual non-refundable tax credit equal to a maximum of $2,000 of eligible salaries and wages
per apprentice.

However, a 2007 Canada Revenue Agency (CRA) ruling® effectively removed any incentive by
treating the tax credit as government assistance and requiring it to be included in the
taxpayer’s income, thereby neutralizing the intended Parliamentary incentive for employers
to take on first- and second-year apprentices.

Recommendation:

5. Inorder to increase the effectiveness of the Apprenticeship Job Creation Tax Credit,
the federal government change current tax policy to make the credit a true incentive.

4. Stimulate Economic Growth through Equipment Modernization

As the economy emerges from recession, most analysts believe private sector investment has
not yet recovered to pre-recessionary levels. Instead of investing today in anticipation of
strong future growth, Canadian businesses are raising long-term capital on investment
markets, but borrowing very little from banks. In a recent report by TD Economics, business
credit is not showing any significant increase as would be expected at this point in the
business cycle. TD economist Grant Bishop said, "With businesses stockpiling cash...it is not
clear that the surge in corporate profits has been used to finance new capital investment.”®

Business capital investment, like construction activity, is usually a lagging indicator when
measuring economic growth. The fact that business borrowing remains weak is worrying,
especially in light of lacklustre economic growth predictions for the world economy following
the end of the unprecedented stimulus measures of the past 18 months.

What the Canadian economy needs now are a series of tax incentives to encourage businesses
to invest in capital and machinery, which will lay a strong foundation for a more competitive
economy as the world emerges from recession.

4.1 Capital Cost Allowance

CCA members strongly believe what is required at this time is a federal incentive to help
encourage businesses to reinvest in the purchase of new equipment. Accelerating the
depreciation rates on trucks, tractors, trailers, and power-operated moveable equipment
used for moving, excavating, placing or compacting earth, rock, concrete or asphalt would
provide additional valuable stimulus to retailers and the manufacturing sector alike.

Across Canada, there are more than 250,000 businesses working in construction. These
firms rely on various types of mobile and stationary equipment in order to construct,
maintain and repair homes, schools, commercial and industrial buildings, roads, highways,
bridges, water treatment facilities, sewers, electrical grids and power stations, as well as
other types of less common infrastructure such as ports, rail terminals, airports and

8 Atkinson, James. Apprenticeship Job Creation Tax Credit - 12(1) (t), CRA Ruling 2007 - 024452117. August 14, 2007
® Corcoran, Terence. Business is missing. Financial Post. July 20, 2010
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border facilities. Most of the equipment used by these firms operates on diesel engines,
which are about to become more expensive as North America adopts new Tier IV
standards. Furthermore, while these new engines dramatically reduce NOx and CO,
emissions (by as much as 90 per cent), these benefits come in the form of higher
operating costs resulting from higher fuel consumption.

Though the strategic use of tax incentives, the federal government can achieve two
important objectives: improved productivity rates within the construction, oil and gas,
mining and trucking industries resulting from the use of the latest and most efficient new
equipment technologies; and significant improvements in air quality resulting from
industry early adoption of new Tier IV technology, thereby resulting in the early
retirement of older more polluting existing equipment.

Recommendation:

6. CCA members recommend the federal government increase, on a time-limited
basis (over the life of the Building Canada Plan), the capital cost allowance rate
for equipment purchases covered by Classes 10, 16, and 38, to 50 per cent and
depreciable on a straight-line basis.

4.2 Capital Gains Tax and Recaptured Capital Cost Allowance

Federal capital gains policy continues to limit the potential for increasing reinvestment in
commercial and industrial properties. Many Canadians are reluctant to sell and reinvest in
income property because of the tax consequences. After a sale, the capital gains tax and
recaptured capital cost allowance leaves investors with less equity, and therefore unable
to acquire a property of similar value. As a result, many building owners become locked-in
to properties that are underutilized, energy-inefficient and restrict retirement savings
growth.

Removing the disincentive to reinvestment through the implementation of tax deferral
would provide building owners with additional financial resources to invest in energy
efficiency upgrades following the acquisition of a new property.

Recommendation:

7. CCA members recommend federal tax policy be amended to permit tax deferral of
capital gains on the sale of investment properties if the proceeds are reinvested
within one-year of the sale into energy improvements.
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